HOUSE FI NANCE COW TTEE
March 14, 2017
3:29 p.m

3:29: 53 PM

CALL TO ORDER

Co-Chair Foster called the House Finance Commttee neeting
to order at 3:29 p.m

VEMBERS PRESENT

Representati ve
Representative
Representati ve
Representati ve
Representative
Representati ve
Representati ve
Representative
Representati ve
Representati ve
Representative

VEMBERS ABSENT

None

ALSO PRESENT

Neal Foster, Co-Chair
Paul Seaton, Co-Chair
Les Gara, Vice-Chair
Jason G enn

David Guttenberg
Scott Kawasaki

Dan Otiz

Lance Pruitt

St eve Thonpson

Cathy Tilton

Tamm e W1 son

Taneeka Hansen, Staff, Representative Paul Seaton; Randall
Hof f beck, Comm ssioner, Departnent of Revenue; David Teal,
Director, Legislative Finance Division; Chris Poag, GCeneral
Counsel , Al aska Permanent Fund Cor porati on.

PRESENT VI A TELECONFERENCE

SUMVARY

HB 115

| NCOVE TAX; PFD CREDI T; PERM FUND | NCOME

HB 115 was HEARD and HELD in conmittee for
further consideration.
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Co-Chair Foster indicated the commttee would be taking up
amendnents on the Permanent Fund portion of HB 115. He
invited Ms. Hansen to the table.

#hb115
HOUSE BI LL NO. 115

"An Act relating to the permanent fund dividend;
relating to the appropriation of certain anmounts of
t he earnings reserve account; relating to the taxation
of income of individuals; relating to a paynent
agai nst the individual income tax from the pernanent
fund dividend disbursenent; repealing tax credits
applied against the tax on individuals wunder the
Al aska Net Incone Tax Act; and providing for an
effective date."

3:30: 26 PM

AAVENDMENTS: HB 115

3:31:10 PM

Vice-Chair Gara MOVED to ADOPT Anmendnent 1, 30-LS0125\E. 20
(Nauman, 3/9/17):

Page 2, line 1 1:
Del ete "4. 75"
| nsert "5.25"

Page 2, line 12:
Del ete "excl udi ng"
| nsert "including"

Page 2, follow ng line 18:

Insert a new bill section to read:

"* Sec. 4. AS 37.13.140(b), added by sec. 3 of this
Act, is anended to read:

(b) The ~corporation shall determine the anount
avai lable for distribution each year. The anount
avai lable for distribution is five [5.25) percent of
the average market value of the fund for the first
five of the preceding six fiscal years, including the
fiscal year just ended, conputed annually for each
fiscal year in accordance wth generally accepted
accounting principles. In this subsection, "t he
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average market value of the fund" includes the bal ance
of the earnings reserve account established under AS
37.13. 145, but does not include that portion of the
principal attributed to the 19 settlement of State
v. Anerada Hess, et al., [1JU77-847 Cv. (Superior
Court, First Judicial D strict)."

Renunber the follow ng bill sections accordingly.

Page 2, line 23, followng "ill":

Insert "principal of the fund, 0.25 percent of the
aver age

mar ket value of the fund for the first five of the
preceding six fiscal years, including the fiscal year
just ended, conputed annually for each fiscal year
in accordance wth general ly accepted accounting
principles; in this paragraph, "average market value
of the fund" has the neaning given in AS 37.13. 140(b);
i

Page 2, line 24:
Del ete "i ncone"
| nsert "armount [ NCOVE]"

Page 2, line 25:
Delete "ill"
Insert "Q"
Del ete "income"
| nsert "anmount"

Page 10, |ine 18:
Del ete "sec. 11"
| nsert "sec. 12"

Page 10, |ine 19:
Del ete "sec. 11"
| nsert "sec. 12"

Page 10, |ine 27:
Delete "secs. 2 - 9" in both places
Insert "secs. 2, 3, and 5 - 10" in both pl aces

Page 10, |ine 29:

Delete "Sections | - 9, 1 5, and 16"
| nsert "Sections | - 3, 5- 1 0, 16, and 17"
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Page 10, followi ng Iine 30:

Insert a new bill section to read:

"* Sec. 19. Section 4 of this Act takes effect July 1,
2019."

Renunber the followi ng bill section accordingly.

Page 10, |ine 31:
Del ete "sec. 17"
| nsert "secs. 18 and 19"

Representative Wl son OBJECTED.

Vice-Chair Gara spoke to the amendnent. He explained that
t he anendnment allowed for a higher dividend than previously
and provided funds for state services in a way that would
help to nove the state forward. The committee had heard
testimony from the Legislative Finance Division (LFD) and
from the director of the Al aska Permanent Fund Corporation
(APFC) that a draw of 5.25 percent of the value of the
Permanent Fund (PF), which was in effect of about 4.79
percent, was a safe percentage draw. The anendnent
stipulated that the draw from the earnings reserve account
(ERA) should be 5.25 percent for the first 2 years, and 5
percent after the 2-year mark. The bill reflected that 67
percent of the draw would go towards services and 33
percent would go towards paying the dividend. He nentioned
that the follow ng anendnent would increase the dividend
amount to $1250 dividend. He would speak to Amendnent 2
| ater.

Vice-Chair Gara explained the other part of the anendnent,
whi ch woul d assist the state in catching up with inflation
proofing the fund. There had been no inflation proofing of
the PF for the previous 2 years. H's anendnment would add to
the inflation-proofing portion of the bill. Currently, the
bill indicated that once the earnings reached four tines
the distribution anmount the excess anmount would transfer
into the principle of the fund. In addition the bil
included .25 percent in the first year regardless of
accurmul ating the four tinmes anount for distribution. The
anount would equal a little over $100 million in the first
year for inflation proofing. The portion of the bill that
reflected the four tines waterfall would begin inmediately.
He reiterated that .25 percent for inflation proofing would
occur right away until the state reached the four tines
anmount .
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Representative Thonpson expressed concerns about the draw
of 5.25 percent. He thought the percentage was too high
even though it was only for a period of 2 years. He thought
a draw limt was inperative. He believed the legislature
was heading in the wong direction. He noted that inflation
proofing the fund at a rate of $120 million. He had spoken
earlier about the state being behind by $547 mllion for
2017. If inflation proofing for 2016 was added in the state
was behind by $550 nmillion. He supposed $120 nmillion for
inflation proofing was better than zero. However, the
| egi sl ation would cause the state to fall further behind in
inflation proofing the fund, thus, depleting the value of
the fund as defined in statute. He did not I|ike the
amendment .

3:35:17 PM

Co-Chair Seaton referred to the .25 percent for inflation
proofing. He reported that APFC recognized the quarter
percent being a statutory way of assuring sonething was
added for inflation proofing rather than waiting for the
four tinmes the distribution mechanism that mght occur
randomly at different tines. The Al aska Permanent Fund
Corporation testified that the year before last inflation
proofing was only $47 mllion, which was | ess than what was
bei ng proposed. On average inflation had been higher but
inflation proofing would be nade up with the four tines the
draw nechani sm being proposed. The question was to do as
other plans had relying only on the four tines the draw
provision which may or may not occur often or did the
| egislature want to have a conbination. He supported the
amendnent due to an annual anmount being contributed as
wells as the four times the draw provision making up a
| arge anount to catch up inflation if it was necessary.

Representative Pruitt thought the conmttee was focusing
too much on the four tines the draw provision. He thought
the commttee should be focusing nore on what was already
in statute. He thought that what was currently in statute
wor ked. The budget currently being debated renoved a
substantial anmount of noney from the ERA, which neant it
woul d take a considerable amount of time to reach the four
times draw. He thought the legislature was starting on a
nore difficult footing to reach the goal of the provision

He suggested .25 percent was a much smaller inflation-
proofing anobunt. He thought the legislature was trying to
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get around inflation proofing the fund. He preferred to get
rid of the idea of the four tinmes draw and return to
inflation proofing as the state had been - inflation
proofing every year. The truth was that if the |egislature
wanted to stay away from inflation proofing, it had the
ability to do so based on the legislation in play. He
suggested the | egislature stick with what had been worki ng.

3:38: 26 PM
Representative WIlson referred to Section 3, page 2, line
11. She relayed that in the current bill the state would be

taking a 4.75 Percent of Mrket Value (POW), whereas,
Amendnent 1 woul d increase the percentage to 5.25 percent.

Co- Chair Seaton responded in the affirmative.

Representative WIlson clarified that the anendnent would
i ncrease the percentage to 5.25 percent.

Co- Chair Seaton responded that the anendnent would change
the percentage to 5.25 percent for 2 years.

Representative WIson asked if following the 2 years the
percentage would drop to 5 percent indefinitely unless
anot her | egislature changed it in the future.

Co- Chair Seaton responded that the 5 percent would apply to
FY 20 and beyond. He reported that it would be the first 5
years of the previous 6 years. It would turn out to be
about .5 percent less than that anount because the fund
would be growing. He continued that taking the 5-year
average of the previous 5 years it equaled about 4.7
percent each year. He relayed that representatives from LFD
and the Departnent of Revenue (DOR) were available for
guesti ons.

Representative WIlson wanted to understand where the state
was at presently. Under current circunstances, the draw
would be equal to 4.75 percent. The anendnent would be
increasing the draw to 5.25 percent for the first 2 years
and 5 percent after that. The anendnent would actually
i ncrease the draw. She understood the nunbers would change
depending on what was in the fund and what happened wth
the current operating budget. She was concerned that the
amendnent raised the draw anount substantially from what
was currently in the bill.
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Co-Chair Seaton responded that it would be a l|arger draw
but not that nuch larger. He explained that .25 percent
woul d equal $120 mllion, which would be the inflation-
proofing amount for the current year.

Representative WIson asked for additional information
regardi ng the percentages based on the value of the PF. She
wanted to be able to understand the nunbers nore clearly.

Vice-Chair Gara explained that a draw of 5.25 percent of
the value of the PF for the first years would essentially
equal about 4.6 percent because the draw was 5.25 percent
of the average of the average of 5 of the last 6 years. The
effective rate was about 4.6 percent. The head of LFD as
well as the director of APFC testified that it [5.25
percent] was a safe anmpunt. The anount would be reduced
after the first 2 years of the plan. The earnings reserve
account would be expected to grow with that percentage of
draw. The amendnent would equal a draw from the ERA of
about $1.67 billion for public services and a dividend of
slightly over $1200, which he hoped to increase in another
amendment .

Representative Wl son asked if the amendnment with a draw of
approximately $1.68 billion and a Pernmanent Fund Dividend
(PFD) of approximately $1200 was based on taking $4 billion
out of the fund, or if it was based on the assunption that
the $4 billion remained in the fund.

3:44: 54 PM

Co-Chair Seaton indicated in the current fiscal year the
| egi sl ature would not be taking out $4 billion. There would
be a draw in FY 17 equal to $1.6 billion and there woul d be
a draw equal to the 5.25 percent reduced by the dividends
that were paid in FY 17. In FY 18 and FY 19, there was only
a single draw in each of the fiscal years. He referred to
the charts in the anmendnent packet. The first chart was the
status quo chart. The second chart reflected a draw
percentage of 4.75, the Constitutional Budget Reserve
(CBR), the ERA, and ot her i tens. The third chart
represented the POW draw of 5.25 percent as anmended for FY
18 and FY 19 and 5 percent after that tinme with a flat
budget. He highlighted that between the second and third
year it was the dinension and the change from 4.75 percent
to 5.25 percent and then down to 5 percent. He al so pointed
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out in the third chart the PF would be growing faster than
inflation. It would start out in FY 18 at 100 percent of
inflation and then it would grow to 102 percent to 103
percent all the way out through FY 26. He pointed to the
bl ue box that indicated the percent of real value below the
chart. Including inflation the PF was grow ng faster than
inflation in the plan under consideration wth the
amendnent i ncl uded.

3:47:22 PM

TANEEKA HANSEN, STAFF, REPRESENTATIVE PAUL SEATON, pointed
out that all of the charts had the draw year starting in FY
17, which was included in the budget. There was a FY 17
draw and an FY 18 draw. The charts should accurately
reflect what was in the budget. She offered that LFD would
have to speak to whether the dollar anpbunts were exact.

Vice-Chair Gara thought the answers he was going to give
had been provi ded.

Co- Chair Foster recognized Representative Genn had joined
t he neeting.

Representative Genn referred to the PF chart on the right-
hand side of the slide. He wondered whether the payout
percentage for FY 19 should read 5.25 percent.

Co-Chair Seaton referred to the nmiddle yellow chart that
read "payout” on the third chart titled "HB 115 - POW draw
anmended: 5.25 percent in FY 18 and FY 19, 5 percent after
Flat Budget." There was a POW payout of 5 percent. 1In
addition, a POW override wuld be in place that would end
after FY 18.

Representative Genn clarified that it would end in FY 18.
Co- Chair Seaton responded affirmatively.

Representative WIson was concerned with the new approach,
as it had never been used before. She was unsure why the
| egi sl ature would not use 4.5 percent to start with because
there were so many unknowns. She opposed the anendnent.
Representative Thonpson reported that several tines DOR had

indicated a 5.25 percent draw was only safe if a draw limt
acconpanied it. Based on conversations in his office wth
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LFD, he thought the naxi mum anmount that could be drawn was
4.7 percent or 4.71 percent.

3:50: 51 PM

RANDALL HOFFBECK, COW SSI ONER, DEPARTVENT OF REVENUE
reported the departnment had testified that 5.25 percent was
aggressive but do-able with a turndown of $1.2 billion. The
percentage would be reduced from 5.25 percent to 5 percent
after 3 years, which seened intuitively sufficient even
t hough the departnent had not nodeled 5 percent. He also
noted that there would be a 3-year review to check for
sustainability. If the percentage did not appear to be
sustainable, a nore suitable draw percentage would be
brought back to the | egislature for consideration.

Representative Wl son MAI NTAI NED her OBJECTI ON.

A roll call vote was taken on the notion.

IN FAVOR. Gara, Grenn, CQuttenberg, Kawasaki, Otiz, Foster,
Seat on

OPPCSED: Pruitt, Thompson, Tilton, WIson

The MOTI ON to ADOPT Amendment 1 PASSED (7/4).

3:52:54 PM

Co-Chair Seaton MOVED to ADOPT Amendnent 2, 30-LS0125\E. 13
(Nauman, 2/27/17):

Page 10, |ine 15:

Delete all material and insert:

"o Sec.13.AS 37.13.145(c) is repealed July 1, 2017.

*  Sec. 14. AS 43.05.085; AS 43.20.012(b), and
43.20. 013 are repeal ed January 1, 2018.

* Sec. 15. The uncodified law of the State of Al aska
i s amended by adding a new section to read:

FI SCAL YEAR 2017. Notwi thstandi ng anot her provision of
law, the legislature may appropriate from the ERA for
fiscal year 2017 the amount by which 5.25 percent of
the average narket value of the fund for fiscal years
2011, 2012, 2013, 2014, and 2015, conputed annually
for each fiscal year in accordance wth generally
accepted accounting principles, exceeds $695, 650, 000.
In this section, "average narket value of the fund"
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i ncludes the balance of the earnings reserve account
est abl i shed under AS 37.13. 145, but does not include
that portion of the principal attributed to the
settlenent of State v. Amerada Hess, et al., [JU77-
847 Civ. (Superior Court, First Judicial District)."

Renunber the followi ng bill sections accordingly.

Page 10, lines 27 - 28:

Delete "secs. 2 - 9 of this Act take effect
after June 30, 2017, secs. 2 - 9 of this Act are
retroactive to June 30"

I nsert "sec. 15 of this Act takes effect after
June 29, 2017, sec. 15 of this Act is retroactive to
June 29"

Page 10, |ine 29:
Delete "Sections 1 - 9, 15, and 16"
| nsert "Sections 15, 17, and 18"

Page 10, followi ng Iine 30:

I nsert a new bill section to read:

"* Sec. 19. Sections 1 - 9 and 13 of this Act take
effect July 1, 2017."

Renunber the following bill section accordingly.

Page 10, |ine 31:
Delete "sec. | 7"
| nsert "secs. 19 and 20"

Representati ve Wl son OBJECTED.

Co- Chair Seaton explained that the anmendnent related to the
POW draw in FY 17 of 5.25 percent of the market value for
the last 5 years of the preceding 6 years mnus the anount
paid out already for the dividend in FY 17 ($695, 650).
Since the dividend had already been taken out from the ERA
and paid out in FY 17, it did not seem appropriate to draw
the sanme anobunt from the ERA for a second tine in the same
year. The anendnent conformed to changes in the budget.
Currently a 5.25 percent draw existed in addition to the
anount paid out in dividends. The anendnent reversed the
draw so that the legislature was not taking a double draw
of the dividend amount in FY 17.
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Representative Pruitt wondered if the anendnent represented
the legislation corresponding with the $1.6 billion that
was placed into the public education fund in the current
budget .

Co-Chair Seaton confirned that Representative Pruitt was
correct.

Representative Quttenberg asked the comm ssioner how | ong
the legislature had to account for and separate the Anerada
Hess noney outside of the PF in order to neet the required
settlement conditions. He had been under the inpression
there was a period of time in which the conditions would
| apse or concl ude.

Comm ssi oner Hof fbeck responded that if the state began to
pay the dividend fromthe general fund (GF), as the current
version of the bill envisioned, there would likely be no
reason to keep the separation of the funds.

Representative WIson comented that the bill was a
retroactive bill, which neant that it would be as if the
bill had been passed in the previous year.

Co- Chair Seaton responded that a draw could be made for FY
17. If the bill had been passed in the prior year, it would
have been the sanme except that the draw woul d have been the
full 5.25 percent. It mght have been in addition to the
payout of the dividend. He was not certain and called upon
Conmi ssi oner Hof fbeck for clarification.

Comm ssi oner Hof fbeck asked the representative to restate
her questi on.

3:57: 05 PM
Representative WIlson was confirmng that the bill was
essentially retroactive as if the bill had been passed the

previ ous year. She wondered about the cal cul ation.

Comm ssi oner Hof fbeck explained that the departnent was
confortable with the FY 17 draw because it would be as if
t he Al aska Permanent Fund Protection Act (APFPA) had passed
and the draws had been nmade in the prior year. It did not
inpact the long-term nodeling that had been presented in
the prior year. The dividend anmount of $1022 paid in the
previ ous year was consistent with last year's PF bill,
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which would have been $1000. He was not sure if the
di vidend anmpbunt would be consistent with the current bill
once all anmendnents were adopt ed.

Representati ve Wl son MAI NTAI NED her OBJECTI ON.

Aroll call vote was taken on the noti on.

IN FAVOR: Grenn, CQuttenberg, Kawasaki, Otiz, Gara, Seaton.
Fost er
OPPOSED: Pruitt, Thompson, Tilton, WIson

The MOTION to ADOPT Anendnent 2 PASSED (7/4).

3:59:40 PM
AT EASE

4:00: 14 PM
RECONVENED

Vice-Chair Gara MOVED to ADOPT Anmendnent 3, 30-LS0125\E. 33
(Nauman, 3/11/17):

Page 3, line 6:
Del ete "a new subsecti on”
| nsert "new subsecti ons"

Page 3, line 7, following "(b)"
Insert "and (f)"

Page 3, line 10, following "(b)"
I nsert "and (f)"

Page 3, following line 10:
I nsert a new subsection to read:

"(f) After the appropriations under (b) of
this section, but before the appropriation under (e)
of this section, for fiscal years 2018 and 2019, the
| egi sl ature may appropriate from the earnings reserve
account an additional amount, if necessary, to provide
a dividend of at |east $1,250 for each individual."

Page 10, followi ng line 8:

I nsert a new bill section to read:

"* Sec. 12. AS 43.23.025 is anended by adding a new
subsection to read:
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(c) Notwithstanding (a) of this section, the
anount of each permanent Fund Dividend for fiscal
years 2018 and 2019 shall be $1,250. If the anmount of
appropriations is not sufficient to provide the
di vidend anpbunt in this subsection, the conm ssioner
shall reduce the dividend anount under this subsection
by an equal amount for each eligible individual."

Renunber the followi ng bill sections accordingly.

Page 10, followi ng |ine 15:

| nsert a new bill section to read:

"* Sec. 15. AS 37.13.145(t) and AS 43.23.025(c) are
repeal ed June 30, 2020."

Renunber the follow ng bill sections accordingly.

Page 10, |ine 29:
Delete "I 5, and 16"
| nsert "12, 14, 15, 17, and 18"

Page 10, |ine 31:
Delete "sec. | 7"
| nsert "sec. 19"

Representative Wl son OBJECTED.

Co- Chair Seaton asked that he be added as a co-sponsor of
t he amendnent.

Co- Chair Foster asked that he be added as a co-sponsor to
t he amendnent.

Vice-Chair Gara explained that Amendnent 3 incorporated a
m nimum dividend of at least $1250 the first 2 years
regardl ess of the fornula. The projected fornula would be
close to the $1250 ampunt. The Senate's plan specified a
di vidend of $1000 and the current mnority |eader's bill
from the previous year reflected a dividend of $1000.
However, he reported hearing from nenbers of the public
that they would |ike a higher dividend, which he thought
was affordable. He referred to page 6 of the <charts
attached to Amendnment 1. They showed the balance of
revenues to be wused for schools and public services at
about $1.66 billion the first year up to nore than $2
billion by FY 25. It was projected that the nunbers would
rise with a dividend of $1250 guaranteed for the first 2
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years. He hoped nenbers could support a higher dividend
armount .

Representative Thonpson relayed that the amendnent was for
only 2 years. He wondered after 2 years if the calculation
for the PFD would return to the statutory fornula where the
di vidend could reach $2500. He asked Vice-Chair Gara to
expl ai n what woul d happen after 2 years.

Vice-Chair Gara directed the conmttee's attention to the 6
Legislative Finance Division <charts associated wth
Amendrent 1. He highlighted that the anobunt of the dividend
would be $1250 for the first 2 years. After that, it was
projected by LFD and the Permanent Fund Corporation that
the dividend would rise slightly in later years with the
current fornmula. He relayed the payouts: 33 percent of the
POW payout would go towards dividends and 67 percent of
t he POW payout woul d be used for services. The state woul d
no longer use the current formula, which junped up and
down, but would use the new POW fornul a.

Representative W/Ison noted that affordability was
nmentioned but thought it was in the context of governnent
rather than the people. She could only speak about what the
constituents in her district wanted - they did not want
nore but wanted what belonged to them Her constituents
voi ced concerns about the calculation of the dividend and
about how it could change without their input. She did not
feel the anmbunt was enough. It was not up to the governnent
to decide how nuch it paid the people of Al aska. There were
several noving parts to the legislation. It was difficult
to take the nunbers off the chart. She appreciated the idea
of giving nore to the people. However, she thought the bill
was intended for the purpose of government getting what it
wanted in spite of what it mght do to individuals as wel
as the econony of the state.

4:05:53 PM

Representative Thonpson reflected back to the origination
of the PF. In 1979, Governor Hamond sent nenbps to the
Senate indicating he wanted 50 percent of the earnings to
be used to operate governnment, 25 percent would go towards
capital projects, and the remaining 25 percent would go to
payi ng Permanent Fund Dividends to the people of Al aska.
The current and future legislators would be faced with a
nonunental problem of deferred maintenance. He believed
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that the state needed to put about $100 mllion per year
into deferred maintenance, although he did not think the
state would be able to catch up. He thought the state would
be heading in the wong direction unless it addressed a
maj or future problem

4:07:16 PM

Representative Genn reflected on Anendnent 3. He asked
what the projected anount would be in FY 18 and FY 19 prior
to Amendnent 3.

Vice-Chair Gara asked if Representative Genn was asking
about the dividend or the payout.

Representative Genn confirmed he was speaking of the
payout .

Vice-Chair Gara referred to page 4 and page 6 of the LFD
charts. He pointed out that Anmendnent 3 resulted in a
payout of $1.66 billion for public services and a $1250 PFD
in year 1. In the second year, the payout would be $1.683
billion with a slightly snmaller dividend. He added that
wi t hout the anendnent the payout would be $1.708 billion.
By year 3, it was the sane.

Co-Chair Seaton noted that there was a table in the far
bottom right corner of the charts that showed the anount
that would go into the G- and the anobunt that would be paid
to divi dends.

Representative Genn asked for the dividend anount
projected on chart 4 and chart 6 for FY 18 and FY 19.

Vi ce-Chair Gara responded that wi t hout the m ni num
guaranteed $1250 dividend, it was projected to be around
$1220 or $1215. The anount would be variable depending on
returns. The anmendrment woul d set the dividend at $1250.

Ms. Hansen noted that the way the anmendnent was drafted and
the way it was shown on the chart was slightly different.
She had not received the anendnent in tine to get an
updated chart. The distribution would remain 67/33 and the
anount going to the GF would remain the same wth or
without the dividend floor. The anendnent specified
appropriating any additional necessary funds to the
dividend for the first 2 years. It was a nomnal difference
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between what it would be with or without the floor. The
anount would not cone directly out of what was going into
the G~

Representative Pruitt comented that the dividend would be
about $100 higher than with keeping the current status quo
for the following 2 years. He was trying to thunb through
the wvarious charts. It appeared that it would increase
slightly through FY 26. He also asked how the maker of the
amendnent canme up with the dividend of $1250 for 2 years
He wanted to understand the naker's thinking versus going
to a different percentage.

Vice-Chair Gara responded that wunder any budget proposal
wi t hout the anmendnent the state would have to exhaust what
was |left in the savings account, dip into the ERA, and then
there would no longer be funds for a dividend. In 2 years,
the savings account would be drained and spending would
ensue from the ERA, which he thought was haphazard and
jeopardized the dividend. He wanted to see a |larger
dividend than the previous year, while generating enough
noney to extend the savings account. He relayed that it was
a choice of either using the legal earnings fromthe ERA or
exhausting the savings account. He did not feel either were
great choices. He suggested there were other bills he would
like to see passed, that would raise additional revenues.
He reiterated that if only the current bill passed, the
state would have only two choices: to exhaust the state's
savi ngs account, or to jeopardize the ERA. He asserted that
t he anendnent provision ensured protecting the ERA, the PF
principle, and extending the ERA and the CBR The state was
trying not to cannibalize these funds until there was
nothing left while creating the largest dividend possible.
He thought the anmendment created the right balance. He had
once wanted a $2000 dividend forever. However, he realized
that there would not be any noney left over for schools,
the university, or other things he believed in. He w shed
the |l egislature had adopted a fiscal plan nuch earlier.

Representative Otiz returned to the question regarding the
m ni mum PFD at $1250 for the first 2 years and how it woul d
not inpact the amount of noney available to go to the G
He wondered where the noney would conme fromto maintain the
PFD anount .

Ms. Hansen responded that the way that the anendnment was
currently witten the noney would conme from the ERA. There
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could be a decision to appropriate it from a different
account. She explained that it was a bit conplicated to
amend the distribution percentage of 67/33 for only 2
years. For drafting purposes, it was cleaner to keep the
distribution anmount and if there was a need for an
additional amount (if 33 percent did not equate to $1250)
then it was easier to have a direct appropriation.

Representative WIson W THDREW her OBJECTI ON
There bei ng NO OBJECTI ON, Amendnent 3 was ADOPTED.

4:16:43 PM

Co-Chair Seaton MOVED to ADOPT Anmendnent 4, 30-LS0125\E. 3
(Nauman, 2/16/17):

Page 3, lines 22 - 28:
Delete all material.

Renunber the followi ng bill sections accordingly.

Page 10, |ine 18:
Del ete "sec. 11"
| nsert "sec. 10"

Page 10, |ine 19:
Delete "sec. 11"
| nsert "sec. 10"

Page 10, |ine 27:
Delete "secs. 2 - 9" in both places
Insert "secs. 2 - 8" in both places

Page 10, |ine 29:
Delete "Sections | - 9, 15, and 16"
| nsert "Sections 1 - 8, 14, and 15"

Page 10, |ine 31:
Del ete "sec. 17"
| nsert "sec. 16"
Representative Wl son OBJECTED.
Co-Chair Seaton explained that the anmendnent renoved

Section 9 fromthe bill. There were |anguage changes being
made to AS 37.14.031(c). The Al aska Mental Health Trust
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Fund defined the net incone for calculating the nental
health trust fund's net incone. The change to AS
37.14.031(c) was not necessary because the net incone
remained defined in AS 37.13.140, which the statute
currently referenced. Therefore, it did not need to be
redefined and Section 9 was unnecessary.

Representative Pruitt commented that the representative had
just read Section 8 He was correct that Section 9 was
i ndi cated on the amendnent. However, Section 9 did not deal
with the nental health trust. He asked for clarification.

Ms. Hansen infornmed the conmmttee that the section dealt
with the Alaska Mental Health Trust. The nental health
trust fund was nanaged by the APFC. At the end of the year
when the corporation determined its net incone, it also
used the sane nethod of determning the net incone for the
mental health trust fund. If the legislature had del eted or
changed the definition of net incone under AS 37.13.140, a
definition would have been necessary for the nental health
trust fund. The definition was being kept the sanme in
statute.

Representative Wl son W THDREW her OBJECTI ON
There bei ng NO OBJECTI ON, Amendrent 4 was ADOPTED.

4:19: 23 PM

Co-Chair Seaton MOVED to ADOPT Anmendnent 5, 30-LS0125\E.5
(Nauman, 2/21/17).

Amendnment 5 (30-LS0125\E. 5)

Page 1, line 1, follow ng "dividend;"
Insert "relating to the permanent fund;"

Page 1, following line 9:
I nsert new bill sections to read:
"*Sec. 2. AS 37.05.550(b) is anended to read:

(b) The legislature may appropriate to the fund
noney received by the state as Al aska marine highway
system program receipts or from a settlenent or fina
judicial determnation of the D nkum Sands case
(United States v. Alaska) and the North Slope royalty
case (State v. Amerada Hess, et al.) and not deposited
into the Alaska permanent fund under AS 37.13.010(a)
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[AS 37.13.0l10(a)(l) OR (2)] or into the public 2
school trust fund under AS 3 7 . 14.150.
*Sec. 3. AS 37.13 .0l Q(a) is anended to read:

(a) Under art. [IX, sec. 15, of the state
constitution, there is established as a separate fund
the Al aska permanent fund. The Al aska permanent fund
consi sts of

(1) 25 percent of all mneral |ease rentals,
royalties, royalty sale proceeds, net profit
shares under AS 38.05.180(£) and (g), and
federal mneral revenue sharing paynents
received by the state from mneral |eases
[l SSUED ON OR BEFORE DECEMBER 1, 1979], and
25 percent of all bonuses received by the
state from mneral |eases [ISSUED ON OR
BEFORE FEBRUARY 15, 1980]; and

(2) [ 50 PERCENT OF ALL M NERAL LEASE
RENTALS, ROYALTIES, ROYALTY SALE PROCEEDS,
NET PROFI T SHARES UNDER AS 38.05.180(f) AND
(g), AND FEDERAL M NERAL REVENUE SHARI NG
PAYMENTS RECEI VED BY THE STATE FROM M NERAL
LEASES | SSUED AFTER DECEMBER 1, 1979, AND 50
PERCENT OF ALL BONUSES RECEI VED BY THE STATE
FROM M N ERAL LEASES |SSUED AFTER FEBRUARY
15, 4 1980; and

(3) any other noney appropriated to or
otherwise allocated by law or forner law to
t he Al aska permanent fund."

Represent ati ve Thonpson and Representative WIson OBJECTED

Co-Chair Seaton spoke to the anendnent. He reported that
the amendnment deleted a royalty currently going to the
principle of the PF above the constitutionally required 25
percent. The extra royalty revenue would remain in the GF
for state use. The provision was adopted in the budget for
FY 18. The anendnent changed the statutory reference to be
t he sane.

Representative Thonpson spoke to his objection. He
indicated that the royalties going to the PF principle
woul d be reduced by about $55 nillion. The amobunt would be
avai lable for spending instead of placing it into the
principle of the PF so that it could grow ultimtely

House Fi nance Conmmittee 19 03/ 14/ 17 3:29 P. M



increasing the anount of noney going into the ERA in the
future. It would increase the anount of noney avail able for
PFDs. He opposed the anmendnent because he would rather see
t he noney placed where it could earn noney for the future.

Representative Pruitt agreed with Representative Thonpson.
He disagreed with putting the provision in the budget. He
wanted to ensure the long-term viability of the fund. The
noney had been going into the fund since 1980. He expected
that if the legislature voted in favor of the anmendnment, it
woul d be nmuch nore difficult to reverse down the road. He
opposed the anendnent. He suggested that spending the noney
in the near-term nmeant |osing the earnings potential of the
$55 mllion in perpetuity of the PF. Based on the earnings
in the current year it would translate to around $5 mllion
in one year. If the anmount was conpounded over the | ong-
term it would equal a sizable anpunt. He opposed the
action.

Representative WIson thought the Ilegislature should be
doing nore to protect the corpus of the PF. The anendnent
would be doing less to protect the corpus. She asserted
that the anendnment was taking "permanent” out of the PF

Co-Chair Seaton clarified that the additional revenue of 25
percent on new | eases was due to higher royalty amunts on
ol der | eases. However, under the current production tax
structure and, in particular, the gross value reduction
(GVR), the state was not receiving additional total revenue
from new | eases. There was an additional 10 percent GVR for
any |ease above 12.5 percent. He suggested the state had
used the tax structure to override the value it would
receive from higher royalty anmounts. Unfortunately, wth
the 20 percent GVR for new oil and the additional 10
percent GVR for any |lease with a higher royalty anount, the
state had circunvented its royalty. As a result the G- was
receiving less noney than the state would have otherw se
recei ved, which was why the anmendnent reduced the anount to
what was constitutionally required and suggested 25 percent
of net royalties.

Representative Thonpson and Representative W | son
MAI NTAI NED t hei r OBJECTI ON.

Aroll call vote was taken on the notion.

I N FAVOR: Cuttenberg, Kawasaki, Otiz, Gara, Foster, Seaton
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OPPCSED: Pruitt, Thonmpson, Tilton, WIson, G enn
The MOTI ON to ADOPT Anendnent 4 PASSED (6/5).

4:26:13 PM
AT EASE

4:26: 55 PM
RECONVENED

Vice-Chair Gara indicated he would be rescinding action on
Amendrent 3 due to a typo.

Vice-Chair Gard MOVED to RESCI ND action on Amendnent 3.
There being NO OBJECTIQON, it was so ordered.

Vice-Chair Gara explained that Amendnment 3 was witten
correctly on page 1, Line 16. The intent was to have at
| east a $1250 dividend. The formula, if there were good
stock returns, could result in an even larger dividend.
However, the words "at least” were left out on Line 22. I|f
the formula provided for a larger dividend, the dividend
woul d still only equal $1250.

Vi ce-Chair Gara MOVED to ADOPT Anendnent 3.
Representative Wl son OBJECTED.
Vice-Chair Gara MOVED to AMEND Anendnent 3.

Vice-Chair Gara wanted to insert the words "at |east” on
Page 1, line 22 before the nunber $1250. If the fornmula
provided for a larger dividend, then the dividend anount
woul d be | arger.

There being NO OBJECTION, the anmendnent to anend Anendnent
3 was ADOPTED.

Representative WIson WTHDREW her OBJECTION to Anmendment
3.

Amendment 3 as anended was ADOPTED.

4:29:23 PM
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Co-Chair Seaton MOVED to ADOPT Amendnent 6, 30-LS0125\E.6
(Nauman, 2/21/17):

Page 10, followi ng line 8:
Insert a new bill section to read:
Sec. 12. AS 43 .23.055 is anended to read:
Sec. 43.23.055. Duties of the department. The
depart nment shal
(1) annually pay permanent fund dividends
fromthe dividend fund
wi t hout further appropriation;
(2) subject to AS 43.23.011 and paragraph
(8) of this section, adopt
regul ations under AS 44.62 (Admnistrative Procedure
Act) that establish procedures and tinme limts for
claimng a permanent fund dividend; the departnent
shall determne the nunber of eligible applicants by
Cctober 1 of the year for which the dividend is
decl ared and pay the dividends by Decenber 31 of that

year ;

(3) adopt regul ati ons under AS 44.62
(Adm ni strative Procedure Act) t hat est abl i sh
procedures and tinme limts for an individual upon

emanci pation or upon reaching majority to apply for
per manent fund dividends not received during mnority
because the parent, guardian, or other authorized
representative did not apply on behalf of the

i ndi vi dual ;

(4) assi st residents of t he state,
particularly in rural areas, who because of |anguage,
di sability, or i naccessibility to public
transportation need assi st ance to establish

eligibility and to apply for permanent fund divi dends;

(5) use a list of individuals ineligible for
a dividend under AS 43.23.005(d) provided annually by
the Departnment of Corrections and the Departnent of
Public Safety to determ ne the nunber and identity of
t hose i ndi vi dual s;

(6) adopt regulations that are necessary to
i npl enent AS 43 . 23.005(d);

(7) adopt regul ati ons t hat establish
procedures for the parent, guar di an, or ot her
authorized representative of a disabled individual to
apply for prior year 4 permanent fund dividends not
received by the disabled individual because no
application was submtted on behal f of the individual;
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(8) adopt regul ati ons t hat establish
procedures for an individual to apply to have a
di vi dend di sbur senent under AS 37.25.050(a)(2)
reissued if it is not collected within two years after
the date of its issuance; however, the departnent may
not establish a tinme limt within which an application
to have a di sbursement reissued nust be filed;

(9) provide any information, upon request,
contained in permanent fund dividend records to the
child support services agency created in AS 25.27.010,
or the child support enforcenent agency of another
state, for child support purposes authorized under
law; if the information is contained in an electronic
dat abase, the departnent shall provide the requesting
agency with either

(A) access to the data base; or
(B) a copy of the information in the
data base and a statenent certifying its contents;

(10) establish a fraud investigation unit
for the purpose of assisting the

(A Depar t ment of Law in t he
prosecution of individuals who apply for or obtain a
permanent fund dividend in violation of a provision in
AS 11, by detecting and investigating those crines;
and

(B) commi ssi oner to det ect and
investigate the claimng or paying of permanent fund
di vi dends that should not have been clainmed by or paid
to an individual and to inpose the penalties and
enf orcement provisions under AS 43.23. 035.

Renunber the followi ng bill sections accordingly.
Page 10, |ine 29:

Del ete “15, and 16~

| nsert “12, 16, and 17
Page 10, |ine 31:

Delete “sec 17"
| nsert “sec. 18”

Representative Wl son OBJECTED.
Co-Chair Seaton spoke to the anendnent. It clarified that

the dividend could be paid from the dividend fund w thout
further appropriation. Under current statute, nobney was
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appropriated into the dividend fund but it was not clear
how t he noney noved fromthe dividend fund.

Representative Pruitt asked if the amendnment allowed the
dividend to be paid out automatically if no action to
appropriate was taken by the | egislature.

Co- Chair Seaton responded affirmatively.

Ms. Hansen confirned Co-Chair Seaton was correct. She added
that the |anguage specifying how the noney noved from the
ERA to the dividend fund still indicated that the
| egi sl ature should appropriate 33 percent of the draw. The
| anguage clarified that once the noney was in the dividend
fund it did not need to be appropriated out; it would
happen automatically.

Representative Pruitt asked if it was a change from what
the state was currently doing. He asked why the | anguage
was needed.

Ms. Hansen explained her understanding was the state had
al ways just appropriated the funds under the assunption
that the legislature was directed to do so. However, the
statute had not been clear. She added that LFD had fl agged
the sane |anguage in the past and suggested bringing them
to the table for further clarification.

Comm ssi oner Hof f beck asked Representative Pruitt to repeat
hi s questi on.

Representative Pruitt asked about the need for the
| anguage. He wondered why the conmttee was adding 3 words.

Comm ssi oner Hof fbeck responded that in the past once the
noney was appropriated in the dividend fund, the noney was
used to pay dividends wthout further appropriation. He
suggest ed havi ng LFD respond.

Co-Chair Foster invited M. Teal to the table.

DAVI D  TEAL, DI RECTCR, LEA SLATIVE FINANCE DI VI SION,
expl ai ned the dividends had flowed out of the dividend fund
in the past. However, nobst statutes that created funds
woul d outline whet her further appropriations wer e
necessary. He suggested that the current statute did not
contain clarifying |anguage. The state had always | ust
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assumed that the nmoney would be paid out. The anendnent
sinply clarified what had happened in the past and all owed
it to flow out without appropriation in the future.

Representative Pruitt surm sed t hat t he amendnent
el i mnated anbiguity.

M. Teal responded, "Right."
Representative Wl son W THDREW her OBJECTI ON
There bei ng NO OBJECTI ON, Amendrent 6 was ADOPTED.

4:34: 35 PM

Co-Chair Seaton MOVED to ADOPT Anmendnent 7, 30-LS0125\E. 19
(Nauman, 3/9/17):

Page 3, lines 7 - 10:
Delete all material and insert:

“(e) Each year that the balance of the earnings
reserve account exceeds four times the anount
calculated for appropriation under (b) of this
section, after the appropriations under (b) of this
section, the legislature may appropriate from the
earnings reserve account to the principal of the
per manent fund the | esser of the

(1) anount by which the bal ance of the earnings
reserve account exceeds four tines the amount
calculated for appropriation under (b) of this
section; or

(2) cumulative anobunt of inflation on the
principal of the fund between the current fisca
year and June 30, 2015, less amounts transferred
after June 30, 2015, to the fund to offset the
effect of inflation on the principal of the
fund.”

Representative WIson OBJECTED

Co-Chair Seaton reported that the new subsection AS
37.13.145(e) stated that when the ERA exceeded four tines
t he annual draw cal cul ated under AS 37.13.145(b) the excess
over the amount woul d be appropriated into the principle of
the fund. The anmendnent limted the transfer from the ERA
to the principle to the lessor of the excess available or

House Fi nance Conmmittee 25 03/ 14/ 17 3:29 P. M



the cunulative total inflation since June 30, 2015 m nus
any inflation proofing already transferred.

Representative Pruitt preferred if the legislature did
sonet hing every year. However, recognizing that was not the
direction of the commttee, he agreed the |egislature
needed to do sonething. He cautioned future |egislatures
that the provision could weasily be manipulated. The
| egi sl ature could appropriate noney into the CBR, into the
SBR, or various other state funds. The legislature could
use nechanisns every year to prevent it from actually
happeni ng. There was an intent to inflation proof the fund.
He did not want to do anything to get in the way of doing
so. He spoke in cautious support of the anendnent.

Vice-Chair Gara commented there had been a lot of conflict
in the legislature. He suggested that at sone point
| egi slators needed to reach common ground. He could not
speak for all 60 nmenbers of the |egislature. However, he
saw common ground regarding the current provision in both
houses and in both parties. He thought the I|egislature had
to make a promse to the Permanent Fund to take the
necessary neasures to inflation proof the fund. The
anendnent, which he would be supporting, seenmed to be a
mechani sm that had generated a fair amount of support from
nmenbers of both parti es.

4:37:51 PM

Representative Ortiz asked how the commttee arrived at 4
times the annual draw as opposed to 3 or 5 tines.

Co-Chair Seaton responded that the anmpbunt had to be enough
to avoid depleting the ERA. There had to be enough vol une
in the ERA to account for volatility in years when returns
were |low. The amount equal to 4 times the draw was
determined to be an adequate amount. After taking out the
5.25 percent draw and accruing, 4 tinmes the draw then the
excess could be used for additional inflation proofing. The
| egislature also built in .25 percent ($120 mllion per
year) for inflation proofing. The intention of the
| egislature was not to over-inflation proof, which was why
the date of June 30th was included as the last tinme the
| egislature inflation proofed. It was possible once the 4
times the draw anmount was reached that there would be
excess funds to reconstitute the CBR The amendnent ensured
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that the state caught up wth inflation and that the
formul a worked at both high and | ow ends.

4:40: 19 PM

Representati ve Thonpson observed that the anmendnent placed
no additional noney into the corpus once the state caught
up with inflation. He asked why. He wondered what was w ong
with nore noney going into the corpus of the fund. The
| egi sl ature had already decreased the royalties. He did not
see a problem with continuing to have excess flow into the
fund, which woul d make nore noney available in the future.

Co-Chair Seaton explained that he was talking about
inflation proofing. There was nothing preventing the
| egislature from placing additional noney into the corpus.
He nentioned the legislature adding $3 billion into the
Public Enployee Retirenent System and the Teachers
Retirement System a few years prior. He thought to include
| anguage that stipulated putting any excess funds into the
corpus would limt future |egislatures. The anmendnent woul d
ensure that that the state was caught up 100 percent wth
inflation proofing the fund. It wuld be up to the
legislature at the tinme to determne what to do with the
excess.

Vice-Chair Gara agreed with Representative Thonpson that if
the |l egislature approved the plan, there would still not be
enough noney for a capital budget. He did not think it
generated that nuch noney. As the nenber from Fairbanks
noted the state was way behind on deferred mai ntenance. He
had heard estimates for the university's deferred
mai nt enance of about $1 billion. The state was no |onger
bui l di ng energy projects, renewable projects, or upgrading
di esel power in rural Alaska. The excess would allow the
state to catch up wth deferred nmaintenance and other
things that had been placed on hold. He thought the anount
of 4 times the draw nmade sense because the earnings reserve
of the PF went up and down. Even with a good stock market
year, if the PF did not cash in its stocks, no nobney went
into the ERA. There had been years where there was a m nus
1500 percent change in the earnings of the PF. Even with a
|arge PF, the dividend had been around $900 the previous
few years. He thought the anpbunt of 4 tines the draw would
ensure that there was about $10.5 billion or $11 billion in
the ERA. There would be cushion room in case there were
years of poor earnings.
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Representative WIson noted that her party affiliation had
less to do with the decisions that she was nmaking. She was
making the right decisions for her constituents no matter
what party she represented and no matter the party
affiliation of her constituents. She requested that nenbers
di scontinue referring to other nenbers' party affiliation
as if it had nore to do with the decision legislators were
maki ng. She thought it was inappropriate. She wanted people
to know that it was about judging the |legislation and
anmendnents before the commttee. She asked that the
references halt.

Representative Pruitt appreciated Representative Thonpson's
cormments about the words, "lessor of the." they made a
substantial shift in his view of the anmendnent. He asserted
that the |anguage had the potential to severely water down
the intent. He thought he had heard that the |egislature
wanted to nake sure it had the ability to fund above and
beyond the POW draw whether for capital projects or
deferred mai ntenance. He thought the intent was to keep a
confined POW anount. He believed it would be better to
protect the noney from the legislature by placing it into
the corpus. He was uncertain if he would offer to amend the
amendnent to renove the three words, "lessor of the." He
argued that it was a l|arge change from what had been
di scussed over the last year and a half. He thought there
shoul d be further discussion on the issue.

4:48: 34 PM

Representative WIson asked what the difference (in terns
of dollars) would be if the |anguage stated "higher of the"
rather than "l essor of the."

Ms. Hansen responded that it would be difficult to speak to
her question because it would depend on returns each year.
If the |anguage changed to "greater of" the state would
potentially dip into the cushion created with the anount of
4 tinmes the draw. |If the |anguage stipulated the armount in
excess of 4 tinmes the draw, then the 4 tinmes would remain
in the ERA for a cushion for bad years. Anything extra
would go into the principle. If the term "lessor of" 4
times the draw or "the anobunt necessary for inflation
proofing”" was used, the state could still transfer the
excess. She provided an exanple of the use of the term
"greater of." If the state did not inflation proof for 5
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years and the anount in excess of the draw was only $100
mllion, the state would have to dip into its cushion. She
suggested LFD could perhaps speak to the probability of the
particular wording being triggered in the following few
years.

4:50:46 PM

Representative WIson wondered if the alternative would be
to change the anmount through an appropriation if the
| egi sl ature thought the anpbunt was too | ow.

Ms. Hansen responded that it was always an option of the
| egi sl ature. She was unclear about the representative's
comment about the legislature thinking the anpbunt was too
| ow.

Representative WIlson remarked that the "lessor of"
indicated doing the |east that needed to be done but was
not what was necessarily best for the state.

Ms. Hansen expl ained that the | anguage neant that the state
would get up to the full value of any inflation proofing
that was missed as long as the value was in the anount
above the cushi on.

Co- Chair Seaton provided an exanple of the state having $50
mllion over the 4 times anount of the draw. [f the
anendnent specified the greater amount and there was $3
billion of inflation proofing to catch up the statute would
require the legislature to wpe out the 4 tinmes anount
because the state would have to have the greater anmount of
accunul ated inflation or the anmpbunt in excess. It would be
the greater anount and the state would only have $50
mllion over the 4 tinmes anount. However, the state would
dip $2 billion into the 4 times anount |eaving |ess that
the 4 tinmes anmount available for future volatility and
conservative managenent which was why the amendnent used
"lessor of." If the anpunt of inflation proofing was
avai l abl e over the 4 times anount the state would catch it
up 100 percent.

Representati ve Gut t enberg liked t hat t he anmendnent
established a set of rules. He asked about the intent of
Line 11 of the anendnent. He asked if it included the
interest that the state would have accunulated had it
inflation proofed the fund every year.
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Co- Chair Seaton responded that the intent of the anmendnent
was that if the state did not inflation proof the fund $200
mllion 3 years previously, it would be the effect of
having not inflation proofed the fund. The anmendnent would
recapture all of the earnings as if the state had inflation
proof ed every year.

4:55:51 PM

Vice-Chair Gara thought the anmendment m mcked the current
rule, which was to inflation proof up to the anobunt needed
to inflation proof the PF. In a year where the state had a
significant anpunt of excess noney, additional noney could
be placed in the fund. The anendnent specified that once
the anount equaled 4 tinmes the anmount of the draw, then the
anount needed for inflation proofing would be placed in the
fund. It was not mnmandatory in current law, nor was it
mandat ory under the proposed | anguage to put in nore noney.
In statute, it would specify that the amount placed in the
fund would be equal to the anobunt needed for inflation
pr oof i ng.

Representati ve Pruitt appr eci at ed t he comittee
facilitating the conversation. He referred to the .25
percent inflation proofing which was expected to be | ower
than actual inflation in the current year. If the state
saved the amount of 4 times the draw, it would nake-up for
those times the state had not hit the nunber. Follow ng the
di scussi on, he better understood the intent of the
amendnent. The intent was for the legislature to maintain
the inflation proofing nechanisminto the future.

Representative WIson W THDREW her OBJECTI ON
There bei ng NO OBJECTI ON, Amendnent 7 was ADOPTED.

4:58:27 PM

Co- Chair Seaton reported he would not be offering Amendnent
8, 30-LS0125\E.1 (Nauman, 2/16/17), Amendnent 9, 30-
LSO0125\E. 2  ( Nauman, 2/ 16/ 17), and Anendnent 10, 30-
LSO0125\E. 9 (Nauman, 2/23/17). He explained that they were
techni cal anmendnents that were incorporated into Anendnent
1.
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Co-Chair

Fost er announced t hat Co-Chair Seaton would not be

of fering Anendnents 8, 9, and 10.

Representati ve

Pruitt MOVED to ADOPT Anendnent 11, 30-

LS0125\ E. 34 (Nauman, 3/11/17):

Page 1,

Page 1,

“* Sec.

line 1, follow ng “dividend;”

Insert “relating to procurenent by the Al aska
Per manent Fund Cor poration;”

following line 9:
I nsert new bill sections to read:
2. AS 36.30.015 is amended by addi ng a new

subsection to read:

*

House Fi nance Committee 31

Sec.

3.

(1) The board of trustees of the Al aska

Per manent Fund Corporation shall adopt
regulations to govern the procurenent of
suppl i es, servi ces, and pr of essi onal

services. The regulations nust be simlar to
the procedures described in this chapter and
in regulations adopted under this chapter.
Not wi t hst andi ng any other provisions of this
subsecti on, the Al aska Per manent Fund
Cor poration shall comply with the five
percent preference under AS 36.30.321(a) and
the requirenment that contracts for |ega
services be approved by the attorney general
under (d) of this section.

AS 36.30.990(1) is anended to read:

(1) “agency”
(A) neans a departnent, institution,
board, conmmi ssi on, di vi si on, authority,

public corporation, the Alaska Pioneers’
Hone, the Al aska Veterans’ Honme, or other
adm nistrative unit of the executive branch
of state governnent;
(B) does not include
(i) the University of Al aska;
(1) t he Al aska Rai | r oad
Cor por ati on;
(tii1) the Al aska Housing Finance
Cor por ati on;
(iv) a regional Native housing
authority created under AS 18.55.996 or
a regional electrical authority created
under AS 18.57.020;
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(v) t he Depart ment of
Transportation and Public Facilities,
in regard to the repair, nmaintenance,
and reconstruction of vessels, docking
facilities, and passenger and vehicle
transfer facilities of the Al aska
mari ne hi ghway system

(vi) t he Al aska Aer ospace

Cor por ati on;

(vii) t he Al aska Ret i r ement
Managenent Boar d;

(viii) t he Al aska Seaf ood

Mar keting Institute;

(1x) the Alaska children’'s trust
and the Al aska Children’s Trust Board,;

(x) t he Al aska | ndustri al
Devel opnent and Export Authority;

(xi) the Alaska Pernmanent Fund
Cor poration;”

Renunber the followi ng bill sections accordingly.

Page 10, |ine 18:
Delete “sec. 11
| nsert “sec. 13"

Page 10, |ine 19:
Delete “sec. 117
| nsert “sec. 13"

Page 10, line 22, follow ng “REGULATI ONS. ":
I nsert “(a)”

Page 10, followi ng line 24:
| nsert a new subsection to read:

“(b) The comm ssioner of revenue and the
Al aska Permanent Fund Corporation nay adopt
regul ations, policies, and procedures necessary
to inplenent this Act. The regul ations, policies,
or procedures may not take effect before the
effective date of the law inplenented by the
regul ation, policy, or procedure.”

Page 10, |ine 27:

Delete “secs. 2 - 9”7 in both places
I nsert “secs. 4 - 11 “in both places
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Page 10,1ine 29:
Delete “Sections 1 -9, 15, and 16"
| nsert “Sections 1, 4 - 11, 17, and 18"

Page 10, |ine 31:
Delete “sec. 177
| nsert “sec. 19"

Co-Chair Seaton OBJECTED for discussion.

Representative Pruitt spoke to the anendment. He explained
that over the previous two years there had been discussion
about potentially needing to use the earnings reserves,
which could be placed in the G-. There had been a need for
APFC to nmanage and bring about the greatest return.
Currently, the corporation was restricted because of the
procurenent code. He had asked Ms. Rodell if she felt it
was necessary for the corporation to be placed outside of
the state procurenent code |ike other state entities such
as Alaska Industrial Developnment and Export Authority
(Al DEA), Al aska Seafood Marketing Institute (ASM), and the
Aerospace Corporation. Presently, in order for the Al aska
Per manent Fund Corporation to contract with a consultant,
the director would have to go through the procurenent
process. If she needed to nake an immedi ate decision for
the corporation regarding an investnent, by the tinme the
procurenent process was conpleted an investnent opportunity
m ght be m ssed.

Co-Chair Seaton relayed that there was a board nenber from
APFC in the room He suggested that that person cone to the
tabl e.

Conmi ssi oner Hof fbeck was also a board nenmber of the APFC
He confirnmed that the concern had to do with being able to
respond to opportunities for investnents that were tine
sensitive. Stricter procurenent regulations could lead to
m ssed opportunities. The Al aska Permanent Fund Corporation
and the board of trustees had made the request for severa

years. It had been in a bill that was introduced in the
previous year but was stripped out. The adm nistration had
not included it in the bill in the current year because of

wanting to focus strictly on the PF. However, the
adm ni stration believed APFC shoul d have the tool.

5:03: 35 PM
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Vice-Chair Gara pointed to line 11. He commented that the
state provided for a local preference in state agency
spendi ng by allowing a vendor to charge 5 percent nore than
a conpetitor. He wondered if the APFC was required to
conply with the 5 percent preference. He wondered if it net
the APFC goal of providing the state the maxi num i nvest nent
returns - hiring someone that charged 5 percent nore.

Comm ssi oner Hoffbeck responded he would have to think
about the legislator's question. The intent was for an
investment to benefit the state. He was uncertain that the
ci rcunstances would be such that the corporation would be
| ooking at nultiple vendors and one getting a 5 percent
preference over another. Mre inportantly, the corporation
could quickly select a vendor and nove on. The attorney
from APFC coul d perhaps provide a nore detail ed answer.

Vice-Chair Gara was mssing sonething. He relayed that the
commi ssioner had indicated that the corporation wanted to
have the ability to do things nore ninbly and quickly. He
referenced Section 2, which stipulated the PF would conply
with a 5 percent preference. He wondered about potential

impacts of wusing the words, "shall conply.” He wondered
about the inpacts of having to hire soneone who charged 5
percent nore for investnent services when trying to

maxi m ze the returns on the PF

Conmi ssi oner Hoffbeck could not think of a situation where
the state would have conpeting fund managers perform ng the
exact sanme work where the 5 percent would cone into play.
The | anguage was devel oped by the PF, adopted by the Senate
Finance Committee the previous year, and included in the
bill. He suggested directing the question to APFC for a
nore detail ed answer.

CHRIS POAG GENERAL  COUNSEL, ALASKA  PERMANENT  FUND
CORPORATION, replied that if the state scored 2 proposals

one of them being experience and one of them being cost,
one of them being fromin state and one from out-of-state,
the in-state Alaska bidder would receive a 5 percent
scoring preference. If they scored equally the sanme, the
in-state Al aska bi dder would succeed and issue a notice for
intent to award. He relayed that APFC was one of the
agencies that requested waivers from the Al aska preference
requi renent because nobst of the services and goods the
corporation procured were not available in Al aska. The
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corporation would have to deal with the issues of waivers
and requests for alternative procurenments when it asked for
aut hori zation to adopt its own procurenent code.

Vice-Chair Gara asked if the 5 percent preference was a
scoring preference rather than a 5 percent cost to the PF

M. Poag believed it was a scoring preference. He noted
that when the corporation had drafted the |anguage a few
years prior it wanted to follow the nodel that other
corporations had pursued. OQher corporations had al so used
the 5 percent preference. It was clearly a policy call by
the legislature. If the |egislature thought costs should be
the driving factor above all other factors, then the
provision could be renobved and the highest scoring entity
woul d be chosen.

5:09: 20 PM

Vice-Chair Gara was nore confortable with a 5 percent
scoring preference rather than a 5 percent additional cost.

M. Poag would | ook further at the statutory site.

Co-Chair Seaton pointed out that it seened |like the bil
was allowing for the procurement of supplies and other
things as well as acquiring services of professional
consultants. He thought the corporation would be able to
set its entire panoply of procurenents, which mght vary
bet ween supplies and professional services.

Vice-Chair Gara wanted to support the anendnent, but he
wanted to nmake sure he wunderstood it. He asked if the
corporation had to adopt regulations that enconpassed
services along with the 5 percent preference. He thought
the corporation would have to conply with services as well.
He also wanted to confirm that there was a 5 percent
scoring preference as opposed to a 5 percent additional
cost preference. He suggested that it was just a service
preference. An exanple of services was the wuse of an
i nvestment conpany in Anchorage, MKinley Capital. In the
past, the conpany had contracted with APFC. He wanted to
know if they were receiving a 5 percent cost preference or
a 5 percent scoring preference.

M. Poag responded that there were 2 parts to Vice-Chair

Gara's question. He referenced statute 36.33.21(a). He
expl ained that cost was one of the itens that was scored
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The score attributed to <cost received a 5 percent
preference. Oten costs could be 20 percent or nore of the
scoring criteria. Therefore, the one criterial would get a
5 percent preference, which would give a benefit to the
pricing of an Al aska bidder under the statute. It was not a
5 percent price bunp. He spoke to Vice-Chair Gara's
reference to MKinley Capital. He noted that it was only
for services the corporation procured to help the
corporation with investnent transactions. The procurenent
did not apply to the corporation when it made investnents.
It would not nmake sense to apply it to APFC. The
corporation chose nmanagers that were best suited to fill
the mandate with the best price and track record. He did
not believe there was a concern with the particul ar bidder
the representative nentioned. He reiterated that a 5
percent scoring preference applied to cost criteria.

5:12: 30 PM

Representative Cuttenberg assuned the corporation had a
portfolio of fund managers and investnent brokers. He asked
M. Poag provide an exanple of the procurenent code
hi ndering the corporation from the ability to achieve the
best for the PF.

M. Poag could not put his finger on a specific exanple
where the corporation |ost out on an investnent opportunity
due to the state's procurenent code. He clarified that the
standard tineline to give notice for public procurenent
under the state's procurenent code was 21 days. Once the
corporation made its selection there had to be a 10-day
award period. Sone of the investnents cane to the
corporation on a shortened tinmeframe. If the corporation
needed to procure a consultant to help evaluate the
transaction, there would be an issue with timng. The goa

of the anendnent was not to avoid using a procurenent
process. The goal was to draft a procurenment process that
was tailored to the function of the corporation. The Al aska
Legislature created the PF with a single nyopic vision,
which was to invest and manage the assets of the fund.
However, the procurenent code that applied to the
corporation (the state statute, state regulations, and the
state adm nistrative manual) was a one-size-fits-all code

It had caused problens for the corporation in the past. The
corporation was also one of the agencies that requested
alternative procurenent nore than other agencies because
nost of the goods and services the corporation was
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procuring did not fit neatly within the nornmal categories.
He was wunable to identify a specific investnent the
corporation had Ilost. However, as an exanple, 1in the
previous day the corporation had nade a decision to
consider an investnent, which was supposed to close at the
end of the nonth. Sonetinmes investnments took place within a
shortened tinefrane. In his specific exanple, t he
corporation did not need the help of a vendor to evaluate
the investnent. However, the need occurred from tine-to-
time. He reported that the ARM Board had over 10 pages in
the regulations. The corporation would use a simlar node

to adopt a regulation packet substantially simlar to the
state's procurenent code, but tailored to neet the
corporation's need.

5:15:10 PM

Representati ve Kawasaki asked if APFC was currently exenpt
from the procurenent code as it pertained to acquiring
income producing assets, i nvest nents, and investnent
authority.

M. Poag referenced AS 36.30.850.15. He read from the
stat ute:

(15) a contract that is a delegation, in whole or in
part, of investnment powers or fiduciary duties of

(A) the Board of Trustees of the Al aska Pernmanent
Fund Corporation under AS 37.13

M. Poag confirmed that the Board of Trustees of APFC was
exenpt from the procurenment code. \Wen the corporation made
i nvestment deci sions and needed the help of a fiduciary or
del egated authority to an outside nmanager, it was exenpt
fromthe procurenment code.

Representative Kawasaki was |ooking at APFC s suggested
procurenent delegation regulation changes. The staff of
APFC recomended that the corporation create its own
procurenent processes. He thought a corresponding statute
woul d be necessary to change the process conpletely. He
asked if the statute change was necessary.

M. Poag was not sure about Representative Kawasaki's
gquestion concerning referencing a statute. The anendnent
identified APFC as one of the agencies that had the
authority not to conply with the standard state procurenent
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code, but to adopt a code substantially simlar to the
state  procurenent code. The Al aska Permanent Fund
Corporation was asking to be added to the list of agencies
that were exenpt from the state's procurenment code. The
amendnent included | anguage that required the APFC to adopt
by regulation of a code substantially simlar to the state
procur enent code.

Representative Kawasaki was unsure if he Iliked the
anendnent. The conmmttee had just had a debate about
anot her corporation, the Al aska Seafood Marketing Institute
(ASM), which was also exenpt from the state procurenent
code. He reported that ASM presently enployed 7 people
out-of -state, which he thought was a result of the entity
operating outside of the state procurenent code. He did not
think it was appropriate for the change to be in the bil
at the current tine.

Co- Chair Seaton W THDREW hi s OBJECTI ON
There bei ng NO OBJECTI ON, Amendnent 11 was ADOPTED

Co-Chai r Fost er i ndi cat ed t he conmittee would be
adj ourning, but the remaining anendnments for HB 115 woul d
be heard, as well as HB 31, on the following day at 1:30
p. m

#
ADJ OURNVENT

5:18: 51 PM

The neeting was adjourned at 5:18 p. m
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